











THE PRESENT UPSWING 


BRAHAM LINCOLN, in his first annual message to Congress in 1861, pro- 
A jected the rate of population increase which had maintained itself rather 

consistently up to his time, and made the forecast, “There are already a- 
mong us those who, if the Union be preserved, will live to see it contain 250 mil- 
lion.” This statement was made 89 years ago. Almost all of those who were living 
then are gone, and yet the 1950 census will show the population of the United States 
at approximately 150 million. Abraham Lincoln made the mistake of assuming that 
a trend which had maintained the same general direction for 70 years would continue 
to move in the same direction in the future. Shortly after he made this forecast the 
trend started changing, and at no time since has the growth of the United States on a 
percentage basis been so rapid as it was prior to the Civil War. 


Many modern forecasters have made the same mistake in regard to the continua- 
tion of well-established trends. The recent past has been particularly hard to esti- 
mate due to the fact that government interference has affected many economic move- 
ments which would otherwise have operated differently. In all past construction 
booms, for instance, the peak of residential construction was reached in the same 
year in which the peak of real estate activity on the sale of older residential prop- 
erties was reached, but that has not been true in the period we have just come 
through. The peak of real estate activity on existing residential properties was 
reached in 1946 and 1947, while 1950 will show a new peak in new dwelling con- 
struction. The existence of rent control during the war and postwar periods has 
changed in considerable fashion the movement of residential rents which would other- 
wise have accompanied the housing shortage and the increase in practically all other 
elements entering into the cost of living. After a remarkable regularity in the oc- 
currence of real estate booms and depressions, the current real estate boom ar- 
rived about 4 years late and certainly the real estate depression that follows will be 
later than would normally be expected from the past behavior of the real estate cycle. 


Relatively few trends which deal with economic or sociological factors canbe 
determined with mathematical accuracy. This is not true in the physical sciences 
When we combine two atoms of hydrogen and one atom of oxygen under standard 
conditions the result is always the same and can be predicted without any fear that 
some product other than water will result. This is never true in combining va- 
rious economic forces, and most economic laws are really statements of tenden- 
cies .d probabilities. Only in recent years has an effort been made to measure 
these tendencies and probabilities in quantitative terms, and real progress has 
been made in providing for the future a background of statistical information which 
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should make forecasting easier. This can be stated, however, without any fear of 
contradiction: at no time in the future, regardiess of the amount of statistical work 
which may be done, will it be possible to arrive at forecasts through mathematical 
deduction solely. The complexity of any problem increases as the number of varia- 
bles increases, and while for many types of real estate trends a small number of fac- 
tors are of great importance, these may be outweighed by an innumerable number of 
other factors, each in itself of rather minor significance. Until all of these factors 
can be periodically measured and combined correctly, it will be impossible to give 
any sort of infallible prediction for the future. 


lo say, however, that economic trends and patterns are not mathematically 
exact is entirely different from saying that there is no trend or no pattern. No 
two real estate cycles since 1795 have been identical and I am positive that no real 
estate cycle in the future will ever be exactly the same as any one we have had in 
the past. While each boom and depression maintains its own individuality, there 
are many recurring Similarities and these are the aids to judgment which any fore- 
caster must use if his forecasts are to be more than mere hunches. 


The chart on the page opposite shows the pattern of all construction booms in 
the United States from 1630 through 1932. On this chart the crests of all booms are 
shown on the line marked “0.” The numbers to the left of the “0” indicate the num- 
ber of years before the crest and the numbers to the right are the years after the 
crest. The red line on the chart is a mathematical average of all of these booms. 
The heavy blue line superimposes the experience of the present boom, assuming 
that 1950 will be the peak year and that the dollar volume this year will exceed last 
year 's volume by 12 per cent. This chart is based on the dollar volume of building 
permits (residential, commercial and miscellaneous) corrected for population 
changes and for the changing cost of construction. 


| think this chart illustrates many of the characteristic problems of forecasters. 
In the first place, we are not certain that 1950 will be the peak year in the present 
construction boom. If it is, it will be below all previous peaks after correction 
for population changes and changing construction costs, except the peak reached 
in 1871 - 79 years ago. If residential construction only is considered, we are still 
building at a relatively low rate in comparison to the peak rate of the twenties. In 
1925 in nonfarm areas of the United States we built slightly in excess of 46 new 
family accommodations per thousand families. In spite of the recent upsurge 
in residential building, we are now building only 35.7 new units per thousand fami- 
lies, and compared to the past this does not seem excessive. 


Many persons principally connected with government agencies have been main- 
taining that there is a demand for residential building in the United States suffi- 
cient to require the building of a million and a half new family accommodations 
per year for the next ten years. Should we reach a million and a half units ina 
year we will still be slightly below the per family rate of building at the top of the 
boom in the twenties. While we may hit this rate, it does not seem probable to me 
that we will continue to build at this rate for any extended period of time. Undoubt- 
edly most of the people not now living in new housing would prefer to exchange their 
present houses for ones having no physical deterioration or obsolescence. This has 
always been the case and this alone does not make a housing market. The ability to 
pay is necessary in order to turn desire into demand. 
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During the last few years the demand has been greatly increased by the loosen- 
ing of credit. A continuation of the present building boom depends almost entirely 
on a continuation of loans which no prudent lender would make were they not guaran~ 
teed by the government. We have come through a period when 100% loans for many 
types of housing have been the rule rather than the exception. "When the con- 
tractor, the architect, the real estate salesman and the promoter can all get their 
profits out of the mortgage loan, the building boom will continue. This we know, 
however - that an increase in building volume due to added stimulation from loose 
credit is no longer possible unless we decide to finance new building with 110% 
loans, giving the 10% above the purchase price to the buyer who purchases the prop- 
erty to use in furnishing his new home. If mortgage lending is tightened to the 
point that only safe conventional loans are made, the building boom will shrink 
rapidly overnight. 
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In the same fashion the amount of real estate activity which we may expect 
in the future will depend primarily on the credit available for the purchase of exist- 
ing housing. The boom in existing housing hit its peak in 1946, and it wouldseem 
to me that there is little likelihood of the number of transfers on older residential 
buildings increasing again to the feverish point reached at that time. Real estate 
activity is sustained to a large extent at the present time by the sale of new houses, 
and should the building boom shrink, real estate activity will shrink with it. 


During the past three months the cost of building has been rising, wiping out 
many of the drops made in the past several years. If the building boom continues 
at its feverish pace, there is slight chance of any immediate drops in building 
costs as the present rate of activity has brought back a scarcity market on some 
building materials and has required the employment of many marginal workers 
on building construction. These workers are not efficient and the cost per hour 
on various building operations has gone up. The plethora of jobs and the shortage 
of workers has also reduced the efficiency of the skilled workers, as no one works 
as hard on a job when he can get another job just as good or better at will. 


In the charts showing the future of building costs which we have published we 
anticipated some stiffening in the new house market. In my “As I See” Bulletin of 
November 14, 1949, I showed the cost of building our standard six-room frame 
house in 1949 as averaging $16,400. The average for 1950 I showed as $15, 900, 
for 1951, $15,900, and for 1952, $16,200. It seemed to me when I prepared that 
bulletin that the drops in building costs which we had been experiencing would stop 
for a while and that the cost of building a house would even go higher in the next 
couple of years. By 1956, however, I anticipated that the cost of building our house 
would be down to $12, 750, and it is still too early to change that guess. 


I doubt whether building costs during 1950 can go much higher than they are at 
present, unless war develops. While the lumber situation is still tight, it is easier 
to get some types of lumber than it was 30 or 60 days ago. 


The Korean difficulty may or may not be significant. As I write this bulletin it is 
too early to tell what the international implications might be, but the drop in the stock 
market today of $10.40 a share on the industrial average is rather conclusive proof 
that boom markets become more vulnerable as they rise. 


Should a full-scale war develop, prac'ically all of our forecasts on real estate 
will be changed as a third world war would bring abo t radical changes in many eco- 
nomic and social trends. At the present time, howev it still seems more plausible 
to assume that the difficulty in Korea will either bic o cr or develop into a minor 
and more or less isolated conflict with not too grea’ oo ff t on real estate. 
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